Reinsurance Act of 1968
The urban riots of the mid-1960's spurred a national recognition of, and concern for, the insurance crisis in our cities. 1 The riots demonstrated the need to insure the central cities against civil disturbances and, more importantly, brought forth the realization that unless all urban property owners were protected against loss, attempts at urban rehabilitation and revitalization were doomed to failure 2 However, the means to accomplish these goals-property insurance -was largely unavailable in the inner cities. In response to this dilemma Congress enacted the Urban Property Protection and Reinsurance Act of 19683 to assist the states and the insurance industry to make essential property insurance coverage more readily available to innercity areas. Experience under the Act reveals that this purpose is not being effectuated. This comment examines the operation of the statute to discern the theoretical and practical restraints on its effective operation and considers alternative proposals for legislative reform.
I. THE PROBLEM
The central city insurance problem of the 1960's derived from the inability of many ghetto businessmen and residents to purchase property insurance, even at the increased rates occasionally available from properties. The picture presented to the insurers was one of tightly grouped buildings and segregated, dissatisfied minorities.' 0 To insurance companies this represented not a situation of present claims that the industry could not afford," but rather the potentiality of a major holocaust resulting in bankruptcy.' 2 Standard property insurers developed several tactics to restrict the number of policies their agents could write in these high-risk centralcity areas. One of the most effective methods was "redlining."' 3 This strategem entailed designation of specific areas as unqualified for any coverage, or qualified only for certain limited policies. Typically, entire neighborhoods were "redlined," without regard to the intrinsic characteristics of individual properties within the area. 14 Other methods of restricting the sale of property insurance included: (1) the designation of certain types of businesses (liquor stores, cleaning establishments, drugstores) as probable "target strikes" of rioters or criminals and thus as too risky for insurance; (2) the utilization of extremely low coverage-to-value ratios;
15 (3) the inclusion of large "deductible" provisions in policies; and (4) the general prohibition of Negro agents in the industry on the theory that black agents would write policies exclusively in the high-risk ghetto areas.' 8 10 HUGHES REPORT 6. 1256 (1969) . For a discussion of the size of the riot loss compared to other industry-absorbed losses, see HUGHES REPORT 4. 12 The property insurance exposure of a large insurance company in a major city may be in the $1-2 billion range. Denenberg, Meeting the Insurance Crisis of Our Cities: An Industry in Revolution, 1970 INs. L.J. 205, 218. The view that major disasters were a distinct possibility was also adopted by the reinsurers of these companies and was a further reason for them abandoning the central city insurance market at an ever-increasing rate.
The unavailability of property insurance had a twofold effect. First, to stay in business, those shopowners who decided to operate without insurance or under reduced or limited coverage were forced to pass their increased costs due to uninsured losses along to their customers. This led in turn to a further increase in "resentment and tensions between merchants and neighborhood residents, who believe[d] they [were] being victimized by profiteering and unethical business practices." 17 This resentment arguably increased the possibility of civil disturbance, focused it on looting and destroying property and, to a lesser extent, could be taken as a further impetus to the commission of individual crimes against property such as burglary, robbery and arson. 18 Second, the unavailability of property insurance accelerated urban decay and abandonment. Financing for new developments and rehabilitation of older structures was impossible to obtain without adequate coverage. Insurance unavailability was also a factor in the mass abandonment of stores and apartment buildings in New York City, Detroit and Chicago.' 9 Unless property owners and possible financiers were convinced that ghetto homes and businesses would not be lost completely in the event of civil disturbance, attempts to reconstruct and revitalize our inner cities were futile.
20
The central city insurance situation thus did not seem likely to rectify itself. The fear of civil disturbance made it economically infeasible for the insurance industry to assume the risk of writing ghetto policies; and since insurance availability and cost were determined by general neighborhood conditions, 21 the individual property owner was powerless to affect the degree of risk associated with his particular property. 2 2 What evolved was an accelerating cycle of wider insurance unavailability and greater neighborhood deterioration which the interaction of insurers and insured seemed unable to control.
Moreover, state legislatures and insurance administrators failed to respond to the urgency of the situation. 23 21 For a more extended discussion of these "environmental hazards," see text at note 47 infra. 22 When considering lower risk properties on the standard market, underwriters traditionally focused on the intrinsic characteristics of the property-for example, safety of wiring, method of construction. HucuEs REPoRT 78. 23 The power of the states to have control over insurance within their boundaries was upheld and defined in California State Automobile Ass'n v. Maloney, 341 U.S. 105 (1951).
[Vol. 38:665 were able to exert such influence on these bodies that, in effect, the insurance industry regulated itself. The result was termed a "classic case of incest." 2 4 Reform generally was accomplished only in crisis situations 25 A more novel approach, and one of more practical consequence, has been the development of Urban Area Plans designed to induce insurers to insure property in given urban areas in exchange for permission from state insurance authorities to vary their rates in those areas. For a comprehensive survey of the details and results of these plans, see HUGHES REPORT 56-79.
An alternative to the method of federally controlled relief adopted would have consisted of direct federal insurance of individual properties. Implementation of this procedure is considered at notes 105-20 and accompanying text infra. To achieve these goals, Congress attempted to utilize the existing insurance structure. 31 In exchange for industry participation in statewide plans aimed at providing insurance for the ghettos (FAIR Plans), 3 2 the federal government promised to protect the insurers from catastrophic loss through a system of reinsurance.
3 States were induced to form these Plans in order to take advantage of the federal back-up reinsurance. 34 In theory, everyone was to benefit. The insurance industry would profit by receiving a greater volume of premiums without the previous threat to its solvency, while ghetto property owners would profit by increased access to insurance markets.
FAIR Plans may vary, but they must contain certain minimum provisions. State inspection and rating bureaus must conduct free inspections of every property for which insurance is sought. 3 5 The bureau must then report its findings to the property owners, who are informed (1) that the insurance will be written; or (2) that the insurance will be written, but that surcharges will be added because of specified defects in the property; or (3) that insurance cannot be writ- 
31
The detailed provisions of the Act are based on a "carrot-and-stick" principle. This was part of the general theory behind the "Urban Area Plans." See note 28 supra and sources cited therein.
32 12 U.S.C. § 1749bbb-9 (Supp. V, 1965-69). 33 Reinsurance is merely coverage that insurance companies buy to protect themselves against abnormal fluctuations in their loss experience for a given period of time. The riot losses of the mid-1960's are the kind of losses that are generally felt to require reinsurance. 34 The extent of federal and state involvement in reinsurance is thus contingent on the extent of future riot damage with the initial impact upon the states. For an outline of the mechanics of the reinsurance process, see notes 43-46 and accompanying text infra. 35 12 U.S.C. § 1749bbb-3(b)(1) (Supp. V, 1965-69).
[Vol. 38:665 ten because of general dilapidation, but that if certain improvements are made" this prohibition will be removed. The Plans also must establish all-industry placement facilities whose function it is to receive insurance applications and to distribute the applications (and thus the risks) equitably among the insurers with which they do business. 37 Distribution of these policy risks is made on a pro rata basis according to the dollar volume of property insurance written by the particular companies in the state during the previous year. 3 s The facilities are intended to shift the burden of finding property insurance away from the ghetto resident to an institutionalized structure that is geared to the task. The reinsurance provisions of the Act apply only to riot-caused damages (not to all losses covered by the placement facilities) and become effective only after the state establishes a fund in the minimum amount of five per cent of all property insurance premiums collected by insurers during the past year. 39 This fund is to be used to reimburse the Secretary of Housing and Urban Development 0 for funds consumed by reinsurance losses occurring in that state in excess of:
(A) reinsurance premiums earned in that state during that reinsurance contract year plus (B) the excess of (i) the total premiums earned by the Secretary for reinsurance in that state during the preceding period measured from the end of the most recent reinsurance contract year with respect to which the Secretary was reimbursed for losses under this subchapter over (ii) any amounts paid to the Secretary for reinsured losses incurred during that same period.
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Reinsurance losses on the property insurance lines available 4 2 are to be shared on a sliding scale 43 among (1) the insurance companies, 38 Id. § 1749bbb-3(b)(5). 37 Id. § 1749bbb4.
38 Id. 39 Id. § 1749bbb-9(a)(1).
40 The Secretary of HUD [hereinafter referred to as the "Secretary"] has the responsibility of establishing and carrying out the provisions of the Act. Id. § 1749bbb(a).
Id. § 1749bbb-9(a)(1). Participating issuers must pay HUD a gross reinsurance premium equal to 1/4% of the direct premium for the lines of insurance provided under the program. Each company is required to bear losses up to an amount of direct premiums earned on reinsured lines of business before any reinsurance will be paid by HUD on claims submitted. NATIONAL UNDERWRITER, April 25, 1969, at 27.
42 The important property insurance lines designated by the Act as possible "essential property insurance lines," include "fire and extended coverage," "vandalism and malicious mischief," and "burglary and theft." 12 U.S.C. § 1749bbb-2(a)(2) (Supp. V, 1965-69). The question of which of these lines would be so considered was left to the discretion of the Secretary. Few of the FAIR Plans, however, have offered coverage on lines other than fire and extended coverage. See notes 83-88 and accompanying text infra. 43 For examples of how this sliding scale apportions losses among participating parties,
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through normal loss retention and reinsurance premiums paid to the Secretary; 44 (2) the states, through the required reserve fund; 45 and (3) the federal government, through the National Insurance Development Fund.
46
The Act is committed to the elimination of "environmental hazards" as a relevant criterion in determining the rates at which insurance premiums will be written. An "environmental hazard" is defined in the Act as "any hazardous condition that might give rise to loss under an insurance contract, but which is beyond the control of the property owner." ' 47 The decision to insure must focus on conditions intrinsic to a particular property-such as safe wiring, adequate fireproofing, and age and condition of the furnace 4 -rather than on past area riots, general neighborhood decay, or the atmosphere of unrest that may permeate a given locality.
Viewing the Act as a whole, the most salient feature is the minimal federal involvement. "Redlining," the use of environmental hazards to determine insurance rates, and the general unavailability of essential property insurance in ghetto areas were all to be eliminated by the existence of federal reinsurance against riot-caused damage. Perhaps this strategy was understandable in light of the particular focus of the government's investigations, 49 which analyzed the problem as an aberration of pre-existing underwriting experience that still could see 1968 U.S. CODE CONG. & AD. NEws 2960-61. Generally, the states would not be forced to share in the losses unless such losses exceeded the sum of (1) the premiums paid by the insurance industry in that state and (2) the companies' retained losses. The federal government would not be forced to share in the losses unless the state share exceeded 5% of the aggregate property insurance premiums earned in the state during the preceding calendar year on those lines of insurance reinsured by the Secretary in that state during the current year.
44 12 U.S.C. § 1749bbb-8(a) (Supp. V, 1965-69). See note 41 supra. 45 See text at note 39 supra.
46 The National Insurance Development Fund. (NIDF) was established by the Act to receive reinsurance premiums from the insurance industry, to make payments when necessary under the reinsurance contracts, and to repay the United States Treasury Department such funds as may have been borrowed therefrom for the reinsurance program, as provided by the Act, 12 U.S.C. § 1749bbb-13 (Supp. V, 1965-69). 47 Id. § 1749bbb-2(a)(1). Two years after its effective date, the Act required that reinsurance be withdrawn from any FAIR Plan in which "environmental factors" are considered. Id. § 1749bbb-9(a). Even prior to that date companies were required to notify each property owner who was declined insurance, or who was required to pay a surcharge, of the remedial action necessary to remove the surcharge or make the insurance available.
Id. § 1749bbb-3(b)(5 [Vol. 38:665 be solved by the traditional state-industry insurance structure if given some assistance by the federal government. 0 All that was needed to return to normalcy was to eliminate insurance industry concern with the possibility of disastrous losses. However, as subsequent events showed, limited federal reinsurance proved to be a weak lever with which to effect great changes.
III. EXPERIENCE UNDER THE ACT: THE ILLINOIS FAIR PLAN

AS A CASE STUDY
FAIR Plans are now operating in twenty-six states, 51 Puerto Rico, and the District of Columbia, 2 and have provided over $7.5 billion of property insurance coverage to more than 800,000 policy holders.n Although the Federal Insurance Administration (FIA) considers these Plans to be "effectively serving a public need," 5 4 the Plans have been criticized extensively by such diverse groups as the congressional sponsors of the Act and the ghetto residents whom the Plans were designed to assist. 55 Perhaps the major criticism of the overall operation of these Plans is that their implementation has been followed by excessively high rates for previously "redlined" areas and by sizable premium increases for "fringe-area" properties. 5 6 The problem of unavailability has evolved into its functional equivalent-unpayably high rates. 58 The Illinois situation is fairly representative because of (1) the presence of a large
The Illinois FAIR Plan, as required under the Federal Reinsurance Act, 59 authorizes the establishment of an all-industry placement facility"° and provides for free inspection of all properties sought to be insured under the Plan. 6 1 The Illinois Placement Facility includes all property insurers licensed in the state, 6 2 and these insurers share on a pro rata basis in the Facility's losses 8 and profits. 64 The Facility accepts applications and determines which company is to provide the insurance. 65 Policies are written for a term of one year 6 6 and become effective upon full payment of the year's premium.
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The Placement Facility has established a general application procedure: A ghetto property owner applies* to the Facility on his own, through his insurance agent or through the insurance company which previously had supplied him with coverage. Under standard Illinois procedure, no specific showing of inability to obtain coverage through admitted insurers is required to qualify for FAIR Plan coverage. 68 Within fifteen days of the receipt of the application by the Facility, the property is inspected by the Illinois Inspection and Rating Buurban center with an extensive surrounding metropolitan area with all the problems that are coextensive therewith, (2) the similarity of the various state FAIR Plans, and (3) the similarity of state laws regulating insurance. A corollary factor contributing to a comparative rise in rates in Illinois (and other states) was the practice of the Placement Facility of implementing a special surcharge for "hazardous conditions not otherwise charged for." Illinois Schedule of FAIR Plan Surcharges (1968). Although this practice was contrary to the intent of the Act and has now been eliminated,. the Facility was able to add as much as a 100% (later 25%) surcharge onto the "published rate" which already included Rating Bureau Surcharges. This special surcharge was applied automatically during most of the time it was in effect. 67 Id. § 6(2). If full payment is not made to the Facility within a 15-day period after it is offered, a new application and inspection must be made. Id. § 6(3). 68 Interview with Elmer F. Reske, Manager, Illinois Property Insurance Placement Facility, in Chicago, Illinois, Sept. 10, 1970. reau, 9 and within another five days the results of this inspection are forwarded to the Facility indicating the "standard" and "published" rates for the property, and the specific defects found3 0 This "published" rate is composed of the "standard" or "base" rate, 71 plus surcharges for each of the defects found on the property. 7 2 The Facility then decides on the basis of the inspection report whether the property is insurable, and if so, at what rate. The property owner is then free to purchase the insurance through the Facility at this rate, go back to the high-risk market if coverage is available there, or go without insurance entirely. 7 3
Although insurance coverage is usually offered under the Plans, rates have skyrocketed. 7 4 The change in rating procedures explains in part this price increase. At the national level, inspection of urban properties was rare prior to the advent of the riots and the subsequent 19 An inspection and rating bureau was to be designated by the Placement Facility with the approval of the Illinois Insurance Director. ILL. REV. STAT. ch. 73, § 1065.70(2) (1968).
The Illinois Inspection and Rating Bureau is the official inspection agency in Illinois. It also establishes the "published" rate for properties, which is then communicated to the Facility.
70 An example of the use of this process was given by the Illinois Department of Insurance in its report on the FAIR Plan of February 10, 1969: "For instance, a department store after inspection may be found to have poor wiring and congested spaces. The inspector may charge $0.10 per $100 for each of these items [each up to a maximum of 100% of the standard rate] and the facility in turn may apply a factor that would increase these items to a total of $0.30 [per $100] due to the fact that the existence of both conditions increases the hazard beyond the separate existence of these items." 1969 Hearings 194.
71 The "standard" rate is the rate charged on the same type structure exclusive of extra charges for location or structural defects.
72 Surcharges are applicable for faults or inadequacies in the following areas: Schedule A: building condition, construction and repair; Schedule B: condition of occupancy and premises; Schedule C: building access and internal exposure; Schedule D: power, heating or wiring; Schedule E: miscellaneous. Schedules A through C could be assessed each to a maximum of 100% of the base rate. These surcharges can be eliminated by making the improvements outlined on the inspection report.
73 As of August 31, 1970, the Illinois Facility had received 49,646 applications for insurance through the Illinois FAIR Plan. Of these applications, 3,193 were withdrawn, 42,040 were accepted and assigned to companies, 1,971 were declined and 3,945 were in the process of being reviewed. Figures supplied by Elmer Reske, Manager, Illinois Property Insurance Placement Facility. No data is available on the rate and frequency of surcharges or on the number of policies "dumped" into the Facility. 74 Rates have increased for ghetto properties since the time of the riots. Rate increases for fringe area properties are measured from the period immediately before the adoption of the Plans. Assessments of the size of increase of these premium rates have varied, but have generally been in the 200 to 400% range. See 77 Inspections were infrequent, due, first, to the costcutting procedures of the standard companies, 7 and second, to the incomplete reports filed by private agents, who feared that policies would not be written if defects in the properties were fully disclosed. Today, however, the FAIR Plans provide free inspections. 7 9 At no cost, insurance companies are able to ascertain from a state agency the condition of a property, including any specific deficiencies, before writing a policy. Since surcharges are now added for specific inadequacies, 0 many owners find their policies to be as much as three or four times as expensive as before the riots. 81 In addition, those ghetto property owners who can least afford the insurance are least able to afford the improvements that would remove these surcharges. (1969) . This bill, which became effective January 1, 1970, allows companies to put their rate schedules into effect without the prior approval of the insurance commissioner and permits them to establish different rates for different areas. The bill will work to some extent to remove the division of the market between standard and substandard companies and should eliminate the earlier problem of "unavailability at some price." It does not, however, act to solve the problem of unpayably high rates, and has been seen as possibly aggravating this situation. Thus, crime insurance, if available at all, is obtainable only at extremely high rates in most urban centers 7 and is subject to the same "redlining" procedures that were previously applied to fire insurance coverage. 88 CRIME INSURANCE REPORT 35. An additional problem that ghetto residents have faced in obtaining crime insurance has been the increased sophistication of the industry in determining rating classifications for this line, as compared with that evidenced for fire insurance coverage. For example, grocery stores are classified separately from cleaning establishments and their respective rates are based on the experience of each group. This is a refinement of the "target-strike" procedure used previously for fire coverage, see text following note 15 supra, and places an increased insurance burden on specific types of businesses. CRIME INSURANCE REPORT 63.
89 Delay in processing the applications, the absence of information concerning the Plan and the overuse of the "other hazardous conditions" surcharge, have been the "start-up" problems most frequently mentioned. 
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rejections." However, the large number of policies apparently is due in part to the increased incidence of "dumping" previously insurable "fringe area" properties into the Plans, and the small number of rejections may be due to the unwillingness of property owners who cannot afford the higher rates (due to surcharges) to apply to the Facility for coverage at all. 91 Thus, if the underlying goal of the Federal Reinsurance Act was to eliminate the unavailability of "essential" property insurance, 92 the Act as formulated has proven to be largely inadequate. The drafters of the Act failed to appreciate that insurance "availability" is inextricably entwined with the cost of insurance. No direct control over rates was given to the Secretary, 93 and no subsidies were made directly available to mitigate the substantially increased rates. By concentrating on coverage availability rather than on rating policies, 4 the Act has failed to alleviate the pressure on ghetto residents and businessmen to leave urban centers. Unpayably high rates are as much a cause of insurance unavailability as are "redlining" and "blacklisting." ' 95 While the Act has not provided the required assistance to its intended beneficiaries, the inner cities, it has been a boon to the insurance companies. The establishment of state FAIR Plans has: (1) eliminated the risk of carrying unreinsured urban areas contiguous to riot-prone districts; (2) provided the free inspection of individual properties which was economically infeasible before; (3) given the companies freedom to charge higher rates on FAIR Plan insured prop- 92 See text at note 31 and text following note 3 supra. 93 Rate control was left to the state insurance authorities. If the rates were seen to violate the goals of the FAIR Plans, then the reinsurance could be withdrawn. 1969 Hearings 48 (statement by Charles Wiecking, Office of the Federal Insurance Administrator). This has not, however, happened. No specific authority was given to the Department of Housing and Urban Development to review the rates or the surcharges for reasonableness. The rates merely had to be based on individual properties. Id. at 49. 95 See text at notes 13-14 supra.
[Vol. 38:665 erties with the assent of the state insurance authorities; 6 and (4) allowed them to lower their personnel expenses 97 because of lower agent commissions through the facilities. 98
IV. PROPOSALS FOR REFORM
A. The Crime Insurance Amendment
The 91st Congress, in Title VI of the Housing and Urban Development Act of 1970, 99 has adopted two reforms intended to alleviate the central city insurance problem. First, the Secretary is authorized to provide crime insurance directly through the facilities of the federal government if he finds that the state involved is experiencing a "critical market unavailability situation"' 00 for this line. Such coverage is to be made available at an "affordable rate"'' 1 1 and is to be implemented through utilization of government employees, industry employees, or both, as fiscal agents of the United States. 10 2 Second, the Amendment authorizes the establishment of an Office of Review and Compliance 0 3 to gather information on the workings of the state FAIR Plans and to assist them in carrying out the provisions of the Act.
The Crime Insurance Amendment, while evidencing a modicum of concern for the unavailability problem, can nevertheless be criticized on several grounds. Of initial importance is that the Amendment is unlikely to achieve even the limited goals it posits for itself. The Amendment's failure to define "affordable rate" 104 exhibits to the insurance industry, the states, and the Federal Insurance Administration a congressional unwillingness to make any specific commitment to alleviating even crime insurance unavailability. Of more general significance in the Amendment, however, is its failure to address itself to the question of affordable rates for other essential lines. The direct insurance provisions of the Amendment are applicable only to burglary and theft coverage and do not deal with fire and extended coverage, or vandalism and malicious mischief.
B. Direct Federal Insurance
One possible alternative to the existing legislation would be for Congress to fill the two major gaps in the Crime Insurance Amendment -the failure to define "affordable rate" and the limited number of lines for which direct coverage is available. Legislation 0 " along these . It was, however, rejected in favor of the adopted Crime Insurance Amendment. The Annunzio bill would have established a cut-off point for the implementation of direct federal insurance at 175% of the applicable base rate, rather than 100% of the base rate, in an attempt to account for the admittedly deteriorated condition of most central city properties. Annunzio Bill § 702(c)(1). It would also have included as essential property lines for purposes of direct insurance and FAIR Plan coverage, fire and extended coverage, vandalism and malicious mischief, and burglary and theft. Id. § 703. It would thus have eliminated that portion of the Act which gives the Secretary the duty of determining which lines of coverage would be included under the FAIR Plans as "basic property insurance." Other supplementary reforms contained in the Annunzio bill were: 1) a requirement that agents' and brokers' commissions through the FAIR Plans be equal to those through the private market, 2) elimination of state sharing in riot loss payments, and 3) provision for rehabilitation grants and loans on property insurable only at unreasonable rates. Id. § § 705, 708, 710.
Several other bills concerned with insurance unavailability were introduced in Congress in 1970. S. 4368, the Sparkman bill, which contained the provisions adopted in the Crime Insurance Amendment, was introduced at about the same time as the Annunzio bill. The Sparkman bill passed the Senate on September 28. The House sponsors of the Annunzio bill, seeing that the bill in its present form would not pass both houses of Congress, submitted an amendment in the nature of a substitute, the Stephens bill (carrying the same H.R. number). 116 CoNg. REc. 1111011-12, H11027 (daily ed. Dec. 2, 1970). This bill, which differed from the Sparkman bill only in effective authorization date and a requirement for equal agent commissions, withstood several attempts to eliminate the crime coverage and direct insurance provisions completely, and finally passed the House on December 8. 116 CONG. REc. Hl1110 (daily ed. Dec. 3, 1970) . On December 8, the Stephens bill came before the Senate; after striking all after the enacting clause and substituting therefor the Sparkman bill, the Stephens bill was passed. At this point a Conference Committee was formed in which it was agreed to accept the [Vol. 38:665 lines would provide direct federal insurance on all three essential property lines to all property owners in a state whenever such coverage becomes available only at more than normal base rates through either the FAIR Plans or the private market.
Such direct federal insurance would either induce companies to shift their resources to ghetto areas in an attempt to improve the available coverage and maintain the dominant private role, or it would force the government to assume direct responsibility in lieu of private action. This type of pressure is not likely to cause insurers to insure in ghetto areas at less oppressive rates, since the income the insurers would derive therefrom would be less than they could realize through concentrating their resources elsewhere.
10 6 If the industry does not return to ghetto areas there will be an additional cost placed on taxpayers. While the costs of the direct insurance program are likely to exceed the amounts paid in premiums, these expenses are in effect the short term costs of permitting rehabilitation to begin. To the extent that central city problems are overall societal problems, this is an expense that taxpayers generally should bear.
10 7 If these costs can be kept to a minimum by regulation requiring simple, minimal-cost, loss-prevention standards such as adequate locks and window bars to reduce crime risks, then there is even more reason for these temporary costs to be borne in this manner.
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The arguments against direct federal insurance are the usual ones directed against federal involvement in any field traditionally left to the private sector of the economy: that action by the federal government is intrinsically less efficient and more costly than private action; 1 0 9 that the federal government is becoming too monolithic and is performing too many economic functions;"1 0 and that to allow federal These general objections to direct insurance are not, however, unanswerable. First, one can no longer argue with any substance that the federal government should not get into the business of providing insurance. It is already the nation's largest insurer," 3 providing protection, for example, for a variety of institutions and concerns ranging from banks and savings and loan associations to farms and credit unions. 1 4 Even insurance companies are seeking legislation that would require the government to insure them against losses. 1 Second, the insurance industry, in collaboration with state governments, has shown little interest in investing money or personnel in these essential property lines. 116 The willingness of the industry to write coverage on property lines in rural and suburban areas has not carried over to urban core areas where the coverage is most needed. The proposition that such an investment would assist in rehabilitating the ghetto areas and would lower risks (and thereby make coverage available at rates both affordable to property owners and profitable for the industry), has not appeared sufficiently advantageous to the companies to induce them to act." 7 This seems to leave the problem of unavailability, if it is to be solved at all, to the federal government.
The final question concerning direct insurance is whether it should be withdrawn once rehabilitation has proceeded to the point at which the industry has enough confidence in the rehabilitated central city areas to offer coverage at payable rates," 8 or whether government should permanently supplant the private companies so as to prevent the development of some future unavailability problem. The trend has resources.
1 24 Several factors, however, would seem to mitigate this bleak financial picture. Of major importance is the large profit brought in by insurers on non-property lines of insurance. No major American insurer lost more on its unprofitable coverages in 1969 than it made on its healthy lines, such as workmen's compensation, and through investment return on its financial reserves.
1 25 In New York, for example, 1968 figures show that insurers broke even on underwriting and accumulated a $3 billion return on investment of accumulated returns. Moreover, the FAIR Plans have not as yet been the losing proposition that insurers have indicated them to be. 1 2 7 In addition to the direct benefits to the industry listed earlier, 128 companies have derived some indirect gains from the Plans. For example, in Illinois, one of the few states from which any data is available, the Facility Combined Operating Ratio (based on funds expended over funds actually paid out), which is relied on by the industry to show the amount of loss involved, does not take into account the substantial dollar amounts taken in by the companies on state-permitted, state-wide rate increases before the open rating laws were adopted.1 29 In addition, whatever losses the Facility might have incurred are due to a considerable extent to start-up expenses involved in establishing a new facility and are not expected to continue. 1 30 Thus, the insurance companies seem capable of carrying the financial burden of a public-utility-type operation. 124 125 Hellman, supra note 26, at 124. Further operating to lessen the extent of industry losses are the reinsurance provisions of the Act protecting the insurers from catastrophic riot loss. 126 Id. On a single-insurer basis, Continental Insurance Company, for example, in 1969 suffered a net underwriting loss of $4 million, but brought in a return of $88 million on outside investments. Id. 127 Although a large number of ghetto properties have been insured through the Plans to date, the adoption of a complete program of insurance might impose increased liability for a short time that might have to be alleviated by governmental subsidy.
128 See [Vol. 38:665
Central City Insurance
The adoption of the insurance-as-a-public-utility approach has certain advantages. Such an approach focuses the attention of regulators on the availability of insurance to all potential customers at a strictly limited price irrespective of the condition of the property to be insured. This spreads the risk more widely and facilitates rehabilitation of ghetto properties by providing a secure base for renovation investment.
CONCLUSION
The Federal Reinsurance Act has failed to eliminate insurance unavailability in urban areas, and the primary goal of rehabilitating our central cities cannot be accomplished or even substantially begun until such protection is provided. While the recently enacted Crime Insurance Amendment is a step in the right direction, it does not apply to needed lines other than crime insurance, nor does it provide any indication of how far Congress is willing to go in rehabilitating ghetto areas through the private insurance mechanism. These deficiencies could possibly be eliminated to a significant degree by either providing a more complete direct federal insurance system or by transforming the private insurance mechanism into a public utility enterprise. Rehabilitation will not occur until these deficiencies are eliminated.
